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According to a recent report by Southeast Banking Corporation, the secondary market for
developing nations' debt is booming, and could become a major investment tool in Latin America
in the next few years. Report author, Manuel Lasaga, Southeast's senior international economist,
told the Miami Herald that the sheer magnitude of Latin America's debt (over $410 billion) "gives us
an indication that this market will grow very, very rapidly." Discounts on Third World debt paper
in secondary markets are substantial. At year-end 1988, for instance, Venezuelan debt was trading
at 41 cents on the dollar, and Colombian debt, 58 cents on the dollar. Lasaga said little information
is available on secondary market prices or the volume of developing nations' loans. He added, "It's
time some federal agency perhaps the Federal Reserve began to compile data on this market so
we can study it more and have more information available for investors." Using an econometric
model to predict the relationship between secondary market prices and economic conditions in
developing nations, Southeast found that a some countries exhibited unique characteristics that
cause fluctuations in loan prices. In the Brazilian case, economic policy helped determine the value
of debt paper, whereas in Mexico, oil prices affected value. Lasaga said the model can determine the
best strategy for handling a Third World debt portfolio, such as whether it is more advantageous
to swap debt for equity or stock market investments in a debtor country, or whether to buy or hold
a particular country's loan paper in hopes that its value will increase. Lasaga predicted that "we're
getting close to bottoming out on the price of Latin American debt." (Basic data from Miami Herald,
02/27/89)
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